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Western Star Exploration Ltd. is a Calgary based oil and 
natural gas exploration, development and production 
company operating in the Western Canadian 


Sedimentary Basin. 


Western Star was incorporated in 1988 and its present 


trading symbol on The Alberta Stock Exchange is “WSX”. 


id WesternStar The Company believes that its competitive advantage lies 
Nad Exploration Ltd. 


in its geological expertise. Western Star's strategy is to 
grow primarily through exploration, with the goal of creat- 
THE BASIC ing significant long-term value for our shareholders. 
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The Annual General Shareholders Meeting 


will be held at 3.00 P.M. 
May 22, 1998 
in the Royal Room of The Metropolitan Centre 


333 - 4th Avenue S.W., Calgary, Alberta. 


HIGHLIGHTS 


6 Months 12 Months 
ended ended 
December 31, 1997 June 30, 1997 


FINANCIAL 


(thousands of dollars, except as noted) 


Revenue, Net of Royalties 9,064 3,374 
Cash Flow 1,092 2.003 
Per Share ($) 0.12 0.93 6 Months 12 Months 
ended ended 
Net Earnings 964 590 December 31, 1997 June 30, 1997 
Per Share ($) 0.03 0.07 
Capital Expenditures 9 437 7,206 OPERATING 
Long-Term Debt 182 0) 
Working Capital 599 472 Average Production 
Shareholders’ Equity 11,908 10,509 Gas (Mcf/d) 3,606 3,556 
Common Shares Outstanding Oil & NGLs (Blls/d) 177 150 
at Year End 9,513,135 9,313,288 
Average Sales Price 
Gas ($/Mcf) 9.01 1.66 
Oil & NGLs ($/Bbl) 95.68 97.99 
Wells Drilled 
Gross 5} 97 
Net 46 40 
Gas Reserves Mmcf 
Proved 10,188 8,397 
1/2 Probable 401 975 
TOTAL 10,589 9372 
CONTENTS Oil & NGLs Mobi 
Proved 196 977 
1/2 Probable 92 81 
TOTAL 988 358 
Or MS Raa cpres potest atrial eaaccsmesints ueteroonundson ans tneseSaseede 1 
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Gross Acres 919 939 999 869 
REVICWAGITAGUVICICS Weep etentetcrcik onan ame.mtshcaenntarcasroes 4 Net Acres 35,726 36,904 
Management’s Discussion and Analysis .........:sseeen 9 
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| AM PLEASED TO REPORT THAT WESTERN STAR HAS 
IMPLEMENTED A STRATEGIC PLAN THAT WILL SERVE TO BUILD 
THE COMPANY INTO A SUCCESSFUL INTERMEDIATE COMPANY 
OVER THE NEXT FOUR YEARS. ONE ASPECT OF THE PLAN 
WAS TO CHANGE OUR YEAR-END TO DECEMBER 31, TO 
ALIGN US WITH THE REST OF THE INDUSTRY FOR 
COMPARISON PURPOSES. 


TO OUR SHAREHOLDERS 


RESULTS 


During the past six months, Western Star drilled 23 (4.6 
net) wells resulting in 21 (3.95 net) gas and one (.13 net) 
oil well for an overall success rate of 89 per cent. Ona 
proven Boe basis this drilling increased reserves by 15 per 
cent. Oil production increased to 177 Bbls/d while gas 
production was maintained at 3.6 Mmcf/d. 


Lands added, primarily through Crown sales essentially 
maintained our undeveloped land position (currently 
35,700 net acres) while drilling increased our developed 
acreage by 10 per cent to 14,900 net acres. 


Our technical team has been strengthened through the 
addition of Mr. Clif McLellan who joined the company in 
August as a Senior Explorationist in charge of geophysical 
interpretations. Mr. Glenn Taylor joined Western Star in 
November as Operations Manager in charge of drilling 
and production. 


RESULTS 


Western Star has increased revenue and cashflow in the 
past six months due to increased production and 
increased gas prices. In November, the Company raised 
nearly $1.2 million through the sale of 791,700 flow- 
through shares at $1.50 per share. We also increased our 
bank line of credit from $1.5 million to $3.5 million to 
enable the Company to pursue opportunities that arise. 


od 


We have positioned Western Star to be a technically 
superior company poised to grow substantially in both 
production and reserves in the upcoming year through 
internally generated plays. Lower crude oil prices are 
forcing some oil and gas companies to trim capital 
spending, defer drilling, and shut-in higher cost produc- 
tion. In contrast to the record levels of activity over the 
past two years, we see the industry slowing down in 
1998 and thereby creating opportunities for companies 
that are strong in terms of financial resources and techni- 
cal abilities. 


At December 31, 1997 Western Star’s balance sheet is 
strong. The cashflow generated from a stable production 
base is solid. We have a skilled and motivated team in 
place and perhaps most important, our inventory of new 
prospects has moved closer to the drilling stage. 


Our strategic plan incorporates the following basic 
principles. 


ACC ES: Si9 1 OF 2CrAL Pe aieAgs. 
MARKETS 


We have applied for and received conditional approval 
to list the Company's shares on The Toronto Stock 
Exchange. As a reporting issuer in Alberta, British 
Columbia, Ontario, and Quebec, Western Star is now 


able to sell shares to residents in these provinces. This 
will become increasingly important, as we require cash to 
fund our exploration efforts. 


LOW COST PRODUCER 


Western Star will explore for reserves with higher working 
interest to enable the Company to find, develop, and 
produce reserves at low cost. These fundamental factors 
differentiate successful oil and gas companies from those 
not so successful. 


AsPePlsy 1.E.C H'N|O°L.O GY 


We have knowledgeable staff that embrace and apply 
technological advances such as 3-D seismic, horizontal 
drilling, and modern information systems. We are using 


these technologies to efficiently explore, produce, and 
administer all of our activities. This strategy is sound and 
we will continuously strive to use technologies in all 
functions within the Company. 


COMMUNICATE 
PROGRAM 


We have changed our year-end to December 31 to allow 
us to be easily compared with our peer group. We have 
established a website that we invite all interested share- 
holders to visit and to follow our progress. We will par- 
ticipate in industry forums later in the year to increase 
awareness and present our results. 


OUR 


In closing, we welcome Mr. Antonio (Tony) Maturo 
who was elected to the Board of Directors at our last 
Annual General Meeting. We encourage our shareholders 
to come to our 1997 Annual General Meeting on May 22, 
1998. Finally, we wish to extend thanks to our existing 
shareholders and to our team of talented employees for 
their energy and performance during the past six months. 


On behalf of the Board, 


Kevin J. Gibson 


President 
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TARGETS FOR’ 199 8 ARE< 
e Exit production DeCeMOEl.......c.cccececeseseeeees 1050 Bols/d 
WCBS TOW SoD meee mee emer ede rat aes: $2,100,000 
SIMO tare tet taeer ati ae, eee ere 17 (10.5 net) wells 
e Finding and Development ...........0... $6.00 — $7.50/Boe 
¢ Capital Expenditures... $4,000,000 — $6,000,000 
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IXPLORATION 


NORTHWESTERN 
ALBERTA 


The Company pursued exploration activities in the 
Rainbow and Worsley areas during the six-month period 
that ended December 31, 1997. 


At Rainbow, a salt-water disposal well was drilled and 
construction began on a Company operated oil battery. 
When completed in February, operating costs will be sig- 
nificantly reduced. The 16-25-109-5 W6 well, drilled in 
June has produced 39 Mobis of oil to December 31, 
1997. Increasing water cuts have resulted in a reduction 
of reserves assigned to this well. The follow-up well at 
13-30-109-4 W6 encountered the porous and oil bearing 
reef in a structurally elevated position and looked very 
promising during drilling. Problems were encountered 
while attempting to complete the Keg River Formation, 
and as a result this well bore is presently non-productive. 
We are currently reviewing the well data and are hopeful 
that a solution can be found to solve this problem. 


Western Star drilled two wells at Worsley/Clear Hills in the 
fall of 1997. The 8-26-87-4 W6 well penetrated the gas 
and condensate bearing Leduc reef and was tied in and 
placed on stream in December. The well is presently 
producing at 2 Mmcf/d (400 Mcf/d net), with 30 Bols/d 
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OUTH-CENTRAL 
LBERTA 


At Fenn Big Valley, a 13km 2-D seismic program is 
planned for February 1998, on Company lands and lands 
which Western Star can earn by drilling a 1600m test for 
Nisku Formation oil. The drilling election will be made 
within 30 days of receipt of the seismic data. A potential 
horizontal well at 102/10-20-35-20 W4, to be operated 
by Western Star, will target porosity in the reef between 
two oil bearing wells which encountered poor reservoir, 
and two wells which found the porosity development 
below the oil/water contact. Western Star will participate 
for a 50 per cent working interest in this internally gener- 
ated prospect. 


The Company has identified several opportunities for Nisku 
and Basal Quartz oil in this core area and will attempt to 
secure lands either through seismic and drilling options or 
through land and production purchases in 1998. 


In the Pembina area, a 1900m vertical test for Rock Creek 
Formation oil is planned for February 1998. The 8-8-50-11 
W5 well was originally scheduled for December 1997 
however, drilling was delayed due to lack of an available 
rig. Western Star will have a 32 per cent working interest 
in the 8-8 well and the follow-up location to be drilled in 


of liquids (6 Bols/day net). The second well drilled at 13- 
30-87-10 W6 has been producing 20 Bbls per day of oil 
(4 Bbols/d net) from the Triassic sands. Western Star is 
examining other opportunities on our undeveloped lands. 


At Manning a three well recompletion program is planned 
for the first quarter of 1998 on Company lands situated 30 
miles Northeast of the Worsley core area. The wells have 
been producing high volumes of water since very early in 
their production histories. The water, thought to be com- 
ing from the Debolt Formation, is restricting gas produc- 
tion from the Bluesky Formation. A follow-up drilling pro- 
gram of one to two wells is planned pending successful 
results on the water shut off program. The recompleted 
wells are expected to add production of 2.0 Mmcf/d 
(400 Mcf/d net) in the first quarter of 1998 and will be 
processed through Company owned plant capacity. 


the fall of 1998. Other prospects have been identified in 
the general area. 


At Camao, Western Star will operate and drill the 102/ 9- 
96-54-93 \W4 horizontal well for Basal Quartz Formation 
oil (30 API) in the third quarter of 1998. The well will 
penetrate a known pool which produced a total of 50 
Mbbls of oil from two wells drilled in the 1950's into the 
Leduc Formation. Western Star is convinced that modern 
drilling methods will result in commercial production 
from this zone. A number of vertical wells in the field 
have produced in excess of 500 Mobis per well from 
similar pay thickness. The Company has a 75 per cent 
working interest in the lands on which the 9-26 well is to 
be drilled. The surface location is near a residential 
acreage development and Western Star is taking every 
precaution to ensure both a safe and successful opera- 
tion. Follow-up locations will be evaluated after the first 
well is drilled. 
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TART GUS se enec nero irra te Alberta royalty tax credit 

BO aSarceac heer hicanenn cube uieme ata Coen barrel 

BOIS HCI ee he acs ena ea era he barrels per day 

BGR Sara recee ante Crea creer billion cubic feet 

T36 BOG Aa Roe sue eta eer barrel of oil equivalent 
(10 Mcf = 1 Boe) 

IMBOGSiiecanian thousand barrels of oil equivalent 

IMO Saori ewes ancre nce thousand barrels 

IN\Gligie exces ea nee eee thousand cubic feet 

NCIC ee Seer thousand cubic feet per day 

MUNG! cos icc nce une eeecalaren million cubic feet 

I anteyite betevnen siete pecs million cubic feet per day 


SGP ON sc ea oot ROL i atra natural gas liquids 


9-D seismic profile 
across Fenn Big Valley 
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THORNBURY 


During 1998, Western Star will participate in the drilling of 
three gross (0.3 net) gas wells, to maintain production 
until next winter when a new round of drilling is likely to 
occur. The Thornbury production profiles are indicating 
better than expected reserves as witnessed by the 
favourable increase in reserves as of January 1, 1997. Our 
101 sections of undeveloped lands will enable Western 
Star to drill and add natural gas reserves in this highly 
prospective and prolific area. 


RODUCTION & DEVELOPMENT 


The Company's overall success rate in the six month 
period ending December 31, 1997, increased to 96 per 
cent compared to 89 per cent in the twelve month 
period ended June 30,1997 while the success rate for net 
wells increased to 89 per cent from 82 per cent. These 
results reflect Western Star’s continued development pro- 
gram at Hanna Garden. We anticipate that in 1998 the 
Company's net well count will continue to increase due 
to our strategy of assuming higher working interests in our 
new internally generated projects. 


HANNA GARDEN 


The Company has an 18.5 per cent average working interest 
in 62 sections of undeveloped lands in this area. During 
the past six months Western Star participated in a 20 well 
development drilling program in this area. Expansion of the 
existing gas gathering system, the construction of a new gas 
gathering system, and a new compressor station are 
expected to be completed early in the second quarter. 
When this work is completed Western Star will increase net 
production by 700 Mcf/d from 36 additional wells which 
will make this our largest producing property. A further 100 
wells will 6e drilled in this area over the next five years as 
reservoir performance is much better than had been origi- 
nally expected. Western Star is evaluating it’s options to 
increase our working interest in this long life reserve area. 


DRILLING 


From July to December 1997, Western Star drilled 23 
gross (4.6 net) wells resulting in 21 gross (3.95 net) gas 
wells and one (.13 net) oil well. One well farmed out on 
our Sutton acreage was dry and abandoned. 


Exploration Development Total Total 
December June 
31/97 30/97 

(six months) (twelve months) 

Gross Net Gross Net Gross Net Gross Net 


Oil i Ong 0 0 1 0.13 2 OCs 


Gas 1 0.20 0) SS 21 3.95 999.64 
Dry & abandoned 1 0.52 0 0 eee, 2 8 Oe 
Total x} (a) fe 20 = =3.75 23 = 4.60 27 = =4.01 
Success rate 

(per cent) 67 39 100 100 96 89 89 82 


Farmouts 1 0 0 0 1 0 1 0 


LAND HOLDINGS 


During the six-month period, Western Star’s undeveloped 
acreage was reduced from 36,904 net acres to 35,726 net 
acres While our developed acreage increased by 10 per 
cent to 14,872 net acres. The twenty well development 
program at Hanna Garden was the primary reason for this 
change. 


In the next year, Western Star intends to increase net 
undeveloped lands by selectively acquiring higher work- 
ing interest lands at Alberta Crown sales. 


1997 LAND SUMMARY 
(AGG RSECS=) 
Undeveloped Developed 
Gross Net _ Gross Net 
Alberta 915,053 34,918 115,058 14,576 
British Columbia 4019 792 498 54 
Saskatchewan 160 No Bisby 249 
Total 919,932 35,726 118337 14,872 
Average working interest 16.3% 12.6% 
Total 
Gross Net 
Alberta 330,111 49,494 
British Columbia 4,447 846 
Saskatchewan 3,011 958 
Total 337,569 50,598 
Average working interest 15.0% 


NRG Engineering Ltd. independently evaluated Western 
Star's oil and natural gas reserves as of January 1, 1998. 


Present value of future cash 
before income tax 


Company interest reserves 
before royalty 


For the six-month period that ended December 31, 1997, ye eae meoll Nt BOs ee d oe adel 
Western Star increased proved reserves by 9 per cent to Mmcf Msto Mboe m$ 10% 19% 15% 
reach 1,215 Mooe. However, due to revisions at Rainbow m$ m$ m$ 
and Mulligan and reclassification at Hanna Garden (from 

probable to proved) probable reserves declined to 264 Proved producing 6582 181839 11,521 8,099 7,106 6,359 
Mooe from 357 Mboe at June 30, 1997. Natural gas rep- Proved non-producing 3,606 ASE 3705/2 290) 1/952 1546 
resents 86 per cent of proved reserves by volume. Total proved 10,188 196 1,215 16,693 10,655 9058 7,905 
The Company's reserve life index (obtained by dividing Probable additional 802 184 964 4,476 9,739 2/954 1,900 
yeat-end proved plus 50 per cent of probable reserves Less 50% for risk 401 92-132 -2,238 1,370 -1,127 -950 
by the current year’s production) remained essentially the Proved plus probable 10,589 988 1,347 18931 12904 10,185 8855 


same at 6.9 years. 


ReeeeceOan CAilL IPA T TO N;©O F RES ERY ES 


Natural Gas (Mmcf) Oil & NGLs (Mstb) Oil Equivalent (MBOE) 


Proved Probable Total Proved Probable Total Proved Probable Total 
Reserves — July 1, 1997 8,397 1,950 10,347 OTT 162 439 alae 357 1,474 
Discoveries 1,597 12 1,609 12 - 12 172 1 We 
Acquisitions - - - - - - 
Revisions 858 -1,160 -302 -60 99 -38 96 94 -68 
Production -664 - -664 -33 - -33 -99 - -99 
Reserves — January 1, 1998 10,188 802 = 10,990 196 184 380 WN 264 1,480 
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PRODUCTION 
December 31, 1997 June 30, 1997 


BY 
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The table at right summarizes Western Star's production 


RESERVES 


Proved Plus 50% 


by field for both the six months that ended December % of ok Probable Gor 
31, 1997 and the twelve months that ended June 30, Area Bols/d Total _Bbls/d Total Mobls Total 
1997. In addition the table summarizes Western Star's Rainbow 111 63 63 49 190 65 
reserves volumes as of January 1, 1998 by area, as evalu- Worsley 31 18 44 29 54 19 
ated by NRG Engineering Ltd. Zama 13 7 19 13 13 5 
Tomahawk 7 4 14 9 13 5 

Other properties 15 8 10 7 ne 6 

177 100~S ss 150~SS«*100 988 100 
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Continued on next page 
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NATURAL GAS PROPERTIES 


WEPRODUCTION W&RESERVES 


600 
500 
400 
300 
200 


100 


Boes/d Mboes proved + PRODUCTION RESERVES 
Ua probells December 31, 1997 June 30, 1997 

1400 Proved Plus 50% 
1200 % of % of Probable % of 
“es Area Mcfi/d Total  Mcf/d Total Mmncf Total 
Thornoury 1359 38 1076 30 9918 98 
is Hanna Garden 875 2% 816 93 5999 50 
600 Worsley 596 17 413 19 765 Z 
400 Tomahawk Se 9 363 10 352 3 
200 Bilawchuk 38 1 916 6 0 0 
0 Manning 145 4 ‘a 5 165 2 

June June Dec. June June Dec. 
: Hatton 119 3 126 4 498 4 
Ga Oil MM Gas 

Other Properties 57 1 912 6 669 6 


3606 100 3556 100 10589 100 


FARKETING 


NATURAL GAS 


Western Star realized an average price of $2.01 per thou- 
sand cubic feet for the July to December 1997 time 
period. Natural gas commodity prices and proactive 
marketing allowed Western Star to benefit significantly 
over the previous twelve-month period when the 
Company realized an average price of $1.66 perthousand CRUDE OIL 
cubic feet. Western Star prefers to enter into long term 


Western Star sells the majority of its oil to purchasers 
under 30 day evergreen contracts at prices based on 
Edmonton-posted prices. The Company produces light 
oil averaging 42 degrees API gravity crude, commanding 


contracts with aggregators who historically offer secure 
payment and generally higher net backs as a result of their 
export contracts. 


premium prices. Western Star’s oil price was $25.68 per 
barrel for the six-month period that ended December 31, 
1997. For the twelve-month period that ended June 30, 
1997, Western Star realized an average oil price of $27.99 
per barrel. 


During 1997, Western Star entered into a hedging program 
by establishing a convertible floor for 2,000 — 2,100 bar- 
rels per month. This arrangement, which expired in 
December 1997, allowed the Company to set a floor 
price of U.S. $20.50 WTI. Western Star will examine simi- 
lar hedging programs at opportune times in the future. 


—_}&_______ 


ANAGEMENT’S 
DISCUSSIONS AND 
ANALYSIS 


The following discussion and analysis of operatingresuts ROYALTIES 


and financial condition should be read in conjunction December 31/97 June 30/97 
with the audited financial statements commencing on gee ee ee 
page 13 of this report. Western Star changed its year end Crown royalties 179,500 405,300 
to December 31, and therefore the December 31, 1997 Freehold & gross overriding royalty 57,000 170,500 
date reflects the operating results and changes for the six- Total royalties 236,500 576,100 
month period July to December while the results as of Alberta Royalty Tax Credit (120,300) _ (231,800) 
June 30,1997 are for the twelve- month period July 1996 Net Royalties 116,200 334,300 
to June 1997. Per Boe $1.17 $1.86 


Crown sliding scale royalty rates, which are price sensi- 
tive, apply to the majority of Western Star's properties. 
During the six-month period that ended December 31, 
1997 Western Star received actual invoices from the 
Crown which resulted in a $68,000 reduction to royalties 
paid on previous years estimates. Nearly all of Western 
Star’s production is in Alberta and is eligible for ARTC and 
therefore the net royalty expense was reduced to 5.4 per 
cent of gross revenue. 


PETROLEUM AND OPERATING EXPENSE 
NATURAL GAS December 31/97 June 30/97 
ReEsver NUE eee ee ee 
December 31/97 June 30/97 Operating Expense 548,500 820,200 

$ $ Per Boe $5.54 $4.44 


Gross petroleum and 

Natural gas revenue 9,169,700 3,685,000 Operating expenses in the six-month period that ended 
December 31, 1997 were $548,500. Ona Boe basis, 
operating expenses increased 25 per cent to $5.54 due 
to the new source of production at Rainbow where third 
party custom processing costs were incurred. Western 
Star's operating expenses are low by industry standards, 
and the Company remains vigilant on ways to maintain 
low operating expenses. 


Petroleum and natural gas revenues for the six-month 
period ended were $2,169,700 compared to the 

$3 685,000 earned for the twelve-month period that 
ended June 30, 1997. The average price increased to 
$91.92 per Boe from $19.95 per Boe while production 
volumes increased to 538 Boe/d from 506 Boe/d. 


The average price of natural gas received by Western Star 


for the six months that ended December 31, was $2.01 GENERAL AND 

per Mcf, a 21 per cent increase over the $1.66 per Mcf ADMINISTRATIVE 

received for the year that ended June 30, 1997. Western EXPENSES 

Star produces a high quality blend of oil that commands 

premium prices. For the six months that ended December December 31/97 June 30/97 
31, 1997 Western Star realized an average price of $25.68 § $ 

per barrel a decrease of 8 per cent when compared to General and Administrative 490,700 550,600 
the $27.99 per barrel received in the year that ended Per Boe $4.95 $9.98 


June 30, 1997. 
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BACASH 
NETBACKS 


$/Boe 


$12 


June June Dec. 
‘96 '97 + '97 


WiGAS SALES 
PRICE 


$/Mcf 
$2.25 


2.00 
lore 
1.50 
125) 
1.00 
Ths) 
50 
25 


June June Dec. 
96S OT. 
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General and administrative expenses in the six-month 
period that ended December 31,1997 were $420,700 
which on a Boe basis increased 43 per cent from $2.98 to 
$4.25. A one-time severance charge significantly impacted 
general and administrative expenses during the six-month 
period. Western Star expects general and administrative 
expenses to decline on a Boe basis in 1998. 


E Pel Ea OsNe, 
EPRECIATION AND 
ITE RESTORATION 
XPENSES 

December 31/97 June 30/97 

$ $ 

Depletion on oil and gas 
properties 710,000 = 1,167,700 
Depreciation on office 
equipment 96,100 18,500 
Site restoration 13,400 35,500 


RNA ese a NE 
Total depletion, depreciation, 

and site restoration 749,500 1,221,700 
Per Boe $7.57 $6.62 


Depletion, depreciation, and the provision for site 
restoration expenses for the six-month period that ended 
December 31, 1997 were $749,500. On a Boe basis, these 
costs were $7.57 compared to $6.62 for the year ended 
June 30, 1997. The reduction of proved reserves at 
Raindow adversely impacted the depletion expense and 
was the primary reason for this increase. 


EFERRED INCOME 
AXES EXPENSE 
December 31/97 June 30/97 
$ $ 
Deferred income taxes 
Provision 78,800 191,800 
Per Boe $0.80 $1.04 


The corporate tax rate for the six-month period that 
ended December 31, 1997 remained unchanged at 44.6 
per cent. Ona Boe basis the provision for deferred 
income taxes fell to $0.80 per Boe from $1.04 per Boe 
due primarily to higher expenses. Western Star has 
approximately $20,782,000 in income tax pools and 
$5,183,000 in non- capital losses which are available to 
reduce future years’ taxable income. 


ASH FLOW AND NET 
ARNINGS 


Western Star's results reflect a 6 per cent increase in pro- 
duction and a 10 per cent increase in the average price 
received per Boe for the six-month period that ended 
December 31, 1997 compared to the twelve-month 
period that ended June 30, 1997. 


Cash flow from operations was $1,092 000 or $0.12 per 
share for the six-month period which compares to 

$2 003,000 or $0.23 per share for the full year that ended 
June 30, 1997. 


Net earnings for the sixth month period were $264,000 or 
$0.03 per share compared to $590,000 or $0.07 per share 
for the twelve-month period that ended June 30, 1997. 


Eo ByA CC Kas 


On a Boe basis, cash netoacks increased at the field level 
and the corporate level as higher unit revenues and 
reduced royalties more than offset higher operating and 
general and administrative expenses. The following tables 
provide an analysis of the various components of net 
income. 


Six months Twelve months 


ended ended 
December 31/97 June 30/97 
$ $ 

Oil Netbacks ($/Bbl) 
Volumes Bol/d i 150 
Average selling price 95.68 97.99 
Royalties 4.89 4.692 
ARTC 9.98 9.18 
Operating expenses 6.59 6.05 
Field netoack 17.18 19.50 

Natural gas netbacks ($/Mcf) 
Volumes Mcf/d 3606 3556 
Average selling price 9.01 1.66 
Royalties 0.12 0.25 
ARTC 0.03 0.09 
Operating expenses 0.40 0.37 
Field netoack 152 re 

Corporate netoacks ($/Boe) 
Volumes Boe/d 538 506 
Average selling price 91.92 19.95 
Royalties 9.39 3.19 
ARTC 49 1.26 
Operating expenses 5.54 4.44 
Field netoack 152! 13.65 
General and administrative 4.95 9.98 
Other revenues 0.08 0.18 
Cash available for reinvestment 11.04 10.85 
Depletion and depreciation 744 6.43 
Site restoration 0.13 0.19 
Deferred income tax 0.80 1.04 
Net income 9.67 3.19 


-¢—__ 


CAPITAL 
ESX PPE N'D IT URES 
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Western Star’s capital expenditures for the six-month 
period that ended December 31, 1997 were $2,437,000. 
Capital expenditures were funded by cash flow from 
operations, equity issues, and working capital. 


December 31/97 June 30/97 


Capital expenditures 


(thousands of dollars) $ $ 
Undeveloped land 49 384 
Seismic surveys and geology 971 515 
Drilling and completion of wells 1,502 1,973 
Plant and equipment 379 863 
Capitalized overhead 66 77 
Acquisition of 388623 Alberta Ltd. - 3,236 
Head office expenditure 87 158 
Total capital expenditure 9437 7,206 
LQuIDITY AND 

ASP ETAL RESOURCES 


Western Star has a production loan facility that permits 
borrowings of up to $3,500,000 of which the Company 
used $181,900 as of December 31, 1997. A positive 
working capital position of $528,800 existed as of 
December 31, 1997 compared to a positive working cap- 
ital position of $472,000 as of June 30, 1997. 


Western Star intends to maintain a strong balance sheet in 
the future through limiting the use of bank debt to 2.0 
times annual cash flow. 


As of December 31, 1997 Western Star had 9,513,135 
shares issued and outstanding, compared to 9,313,288 at 
June 30, 1997. During the past six months Western Star 
entered into agreements to issue 791,700 flow-through 
shares for net proceeds of $1,181,700. NCE Resource (97) 
Limited Partnership purchased 666,700 of these shares 
and placed the money in a trust account. The Company 
will draw upon this account and issue shares to the pur- 
chaser as capital expenditures for drilling operations are 
incurred throughout 1998. The Company also issued 
97,356 common shares from treasury under the Company 
Savings Plan for consideration of $33,800. The exercise of 


options resulted in 49,291 shares issued from treasury 
while the Company repurchased 1,800 shares for consid- 
eration of $2,080 under its normal course issuer bid. The 
Company renewed its normal course issuer bid on May 
26, 1997 for another year. 


NSE Tet A Ses EJ vA LUTE 


During the six-month period that ended December 31, 
1997 Western Star's net asset value was adversely 
impacted by the re-determination of reserves at Rainbow 
and due to the lower prices utilized in the reserve 
reports. At a discount rate of 12 
__ percent, net asset value per 
F share dropped 10 per cent 
‘basic) and 13 per cent when 
calculated on a fully diluted 
basis. The calculation of 
Western Star's net asset value 
at December 31, 1997 is shown 
in the following table. It should 
be noted that ARTC is included in the reserve values for 
the first five years only. 


December 31/97 June 30/97 


Discountrate 12percent_ = $ $$ 
Proved reserves 7,106,200 9,507,700 
50% probable additional reserves 1,951,700 1,272,900 
Undeveloped land @ $60/acre 9954100 2914300 
Working capital less bank debt 346,900 472,600 
Net asset value 13,211,200 13,467,500 
Common shares outstanding Evils} (35 9 313,288 
Net asset value $/share (basic) $1.39 $1.55 
Net asset value $/share (fully diluted) $1.29 $1.49 
Pricing 
Forecast Crude Oil ($/Bbl) Gas ($/Mcf) 
Dec. 1997 June 1997__—_— Dec. 1997 June 1997 
1998 94.71 95.96 oie 1.88 
1999 95.68 96.93 1.82 9.04 
2000 96.64 97.95 9.00 9.14 
9001 97.88 98.93 9.10 9.94 
9002 99.03 30.07 9.18 E38 


SAFETY AND 
ENVIRONMENT 


Western Star is committed to the protection of life, prop- 
erty, and the environment in all that it seeks to achieve as 
an active oil and natural gas producer. Western Star uses 
every reasonable means to provide a safe work place, 
employ personnel with the skills, training, and equipment 
to complete their jobs in a safe manner and with minimal 
impact to the surrounding environment. 
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WesternStar 
Exploration Ltd. 


CORPORATE 
GOVERNANCE 


Western Star has a Board of Directors comprised of six 
members, five of whom are independent and one who is 
a member of management. An Audit Committee is 
comprised of two independent directors and one 
director from management who meet with the Company 
auditor to discuss any significant accounting or audit 
matters. A Compensation Committee comprised of three 
independent directors meets periodically to consider 
and approve compensation issues for all officers and 
employees. 


The full Board has responsibility for the overall steward- 
shi of the Company by planning, directing, approving, 
and controlling significant matters in determining corpo- 
rate strategy and direction. 


ANAGEMENT OF 
UPSTIINSES St Sere leoeKas 


Exploration, production, and marketing of crude oil and 
natural gas involve a number of business risks. These risks 
include uncertainty of drilling results, exposure to volatile 
commodity prices, fluctuations in foreign exchange and 
interest rates, and the effects of government regulations 
and taxation. 


Western Star manages business risk through a capital pro- 
gram which is spread over a diverse inventory of geolosi- 
cal prospects. The Company uses specialized industry 
technology and works in geographic areas that are well 
understood by its staff. 


As with all oil and gas companies, exposure to changes in 
commodity prices, interest, and exchange rates can have 
a dramatic effect on the Company's financial results. 
Western Star may periodically enter into commodity and 
financial hedging arrangements to protect its exposure 
against the potential adverse impact changes to these fac- 
tors might have. 


The effect of government regulations and taxation policy 
within the oil and gas industry is extensive. Taxation pol- 
icy has remained stable within a reasonable operating 
environment, however there is always the potential to 
change. 


Y EAR 52-02080 


Western Star relies extensively on information technology 
as a key success factor in its day to day activities. The 
Company uses industry service and software vendors for 
its information and control systems. Western Star has sur- 
veyed all of our suppliers of these products and after up- 
grading our accounting system we have been assured that 
Our internal exposure to the Year 2000 issue does not pre- 
sent a material risk. 


Western Star has initiated contacts with facility and 

pipeline operators and has received assurance that they 
are managing Year 2000 projects which they believe will 
permit them to continue to meet their daily obligations. 


OUTLOOK 


Western Star enters 1998 well positioned to take advan- 
tage of excellent and attractive drilling locations that are 
being generated by our exploration team. The Company 
has positive working capital, a strong balance sheet, 
increased cash flow from new production sources, and a 
conditional approval to list on The Toronto Stock 
Exchange. Western Star plans and establishes cash flow 
forecasts based only on existing producing properties 
and low risk development projects. Exploration wells that 
are brought onto production will directly add incremental 
cash flow to this forecast. 


On this basis we project Western Star's cash flow for 1998 
as follows: 


Pricing Assumptions...... U.S. $16.50 per Bol, WTI 


NattiralGasieeese ees AECO Spot Cdn. $1.70 per GJ 

Exchange Rate .............. $0.72 Cdn/U.S. Dollar 
Average Field Prices 

Crude Oil $/Bbl ........... $20.90 

Natural Gas $/Mcf.......... SiS) 


Average Daily Production 
Crude Oil and NGLs...... 165 Bols/d 


NattiralKGaspeeeteee: 4 600 Mcf/d 
Total cee ante 625 Boe/d 
Cash Flow from Operations $2,100,000 
Cash Flow per Share ............ $0.20 
Capital Expenditures............ $4,000,000 - $6,000,000 
RICE AND VOLUME 


EN? Sci ara lave lee. 


A sensitivity analysis of cash flow and earings to price 
and volume changes of natural gas and oil, as well as 
exchange rates, is shown below. 


Cash Flow 
Change of $m $/share 
$0.10/Mcf in gas price 154 0.02 
$U.S. 1.00/Bbl in oil price 151 0.02 
1 Mmcf/d in gas production 387 0.04 
100 Bbls/d in oil production 402 0.04 
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To the Shareholders of 


Western Star Exploration Ltd: 


We have audited the consolidated balance sheets of 
Western Star Exploration Ltd. as at December 31, 1997, 
and June 30, 1997, and the consolidated statements of 
earnings and retained earnings and changes in financial 
position for the six-month period ended December 31, 
1997 and the year ended June 30, 1997. These financial 
statements are the responsibility of the Company's 
management. Our responsibility is to express an opinion 
on these financial statements based on our audits. 


We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free of 
material misstatement. An audit includes examining, ona 
test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and 
significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements 


present fairly, in all material respects, the financial position 


of the Company as at December 31, 1997 and June 30, 
1997, and the results of its operations and the changes in 
its financial position for the six-month period ended 
December 31, 1997 and the year ended June 30, 1997 in 
accordance with generally accepted accounting 
principles. 


Calgary, Alberta 
February 6, 1998 
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Chartered Accountants 


M ENTS? OF 


Management is responsible for the preparation of the 
consolidated financial statements and for the consistency 
therewith of all other financial and operating data in this 
Annual Report. 


Management maintains appropriate systems of internal 
control, which are designed to give reasonable assurance 
that transactions are appropriately authorized, assets are 
safeguarded and financial records are properly main- 
tained. 


External auditors appointed by the shareholders have 
examined the consolidated statements. The Audit 
Committee, consisting of three directors, of which two 
are independent of the Company, has reviewed these 
statements with management and the auditors and has 
reported to the Board of Directors. The Board has 
approved the consolidated financial statements for 
issuance to the shareholders. 


Kevin J. Gioson Curtis B. Walsh 
President Vice-President, 
Finance 


February 6, 1998 
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WESTERN STAR EXPLORATION LTD. 


CONSOLIDATED STALE ML. 
OF EARNINGS AND RETAINED 
EARNINGS 
Six-Month Period Ended December 31, 1997 and Year Ended June 30, 1997 
December 31, June 30, 
1997 1997 
(6 months) (12 monihs) 
$ $ 
REVENUE 
Production revenue 2,169,654 3,684,579 
Royalty expense (236,451) (576,072) 
Alberta Royalty Tax Credit 120,302 931,786 
2,053,505 3,340,993 
Interest and other 10,774 33,913 
2,064,279 3,374,206 
COS 1:.S:. A. MD. Es Pe Noses 
Operating 548,465 890,937 
General and adminisirative 420,722 550,614 
nterest 2,742 7] 
Depletion and depreciation 749,500 1,991,650 
1,721,429 9599578 
EARNINGS BEFORE INCOME TAXES 342,850 781,698 
PROVISION FOR INCOME TAXES 
Deferred (Noite 11) 78,800 191,800 
NET EARNINGS 264,050 589 898 
RETA LNiE:D CE A- BON NIGSs 
BEGINNING OF PERIOD 1,377,009 787,181 
RETAIN.ED EARNING S=& 
END OF PERIOD 059 1,377,009 
Eamings per share 
Basic (Note 19) 
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Wateonlnk RN STAR EXPLORATION) LTD, 


CONSOLIDATED BALANCE 
oeiee Ee S 


December 31, 1997 and June 30, 1997 


December 31, June 30, 
1997 1997 
$ $ 
AeSes Ens 
CURRENT 
Cash and short-term investments - 1,298,201 
Funds held in trust (Note 5) 1,000,050 - 
Accounts receivable 1,520,571 993,154 
Prepaid expenses 197 15,192 
2,520,818 9,936,477 
Petroleum and natural gas properties and equipment (Note 6) 11,972,275 10,415,929 
Capital assets (Note 7) 233,662 172,386 
14,726,755 12 894 799 
ERAS Beil Tel EOS 
CURRENT 
Accounts payable and accrued liabilities 1,992,061 1,763,902 
Long-term debt (Note 8) 181,909 - 
Future site restoration and abandonment costs 272,130 958,730 
Deferred income taxes 372,255 993 455 
2,818,355 9 316,087 
SEPA RT EP HROSLE DIED Res see @ Url tey 
Share capital (Note 9) 9,227,661 9,092,066 
Flow-through shares subscribed (Notes 5 and 10) 1,000,050 - 
Contributed surplus 39,630 39,630 
Retained earnings 1,641,059 1,377,009 
11,908,400 10,508,705 
14,726,755 12,824 799 


APPROVED BY THE BOARD 


Lb aes 


Kevin J. Gilson Cliff W. Demetrick 
Director Director 
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WESTERN STAR EXPL TION LTD. 


ORA 
NSOLIDATED STATEMENTS 
S 


R 


O 
a CHANGES IN FINANCIAL 


Six-Month Period Ended December 31,1997 and Year Ended June 30,1997 


December 31, June 30, 
1997 1997 
(6 months) (12 months) 
$ $ 
NET INFLOW (OUTFLOW) OF CASH RELATED 
TO THE FOLLOWING ACTIVITIES 
OPERATING 
Net earnings 264,050 589,828 
Items not affecting cash 
Depletion and depreciation 749,500 i QOT650 
Deferred income taxes 78,800 191,800 
1,092,350 9,003,278 
Changes in non-cash operating working capital items _(354,333) 1,033,314 
738,017 3,036,592 
FINANCING 
Proceeds from issuance of common shares 33,800 - 
Repayment of capital lease obligation - (11,405) 
Repurchase of common shares (2,080) (112,050) 
Issuance of shares, acquisition of subsidiary (Note 3) - 4 305,000 
Issuance of flow-through shares 187,500 1,200,662 
Flow-through shares subscribed 1,000,050 - 
Proceeds from long-term debt 181,909 - 
1,401,179 5,382,207 
[ON VeEsS) ToleNsG 
Additions to petroleum and natural gas properties 
and equipment (2,349,970) (Gis 5S) 
Additions to capital assets (87,377) (158,431) 
Acquisition of subsidiary (Note 3) ~ (3,235,979) 
(2,437,347) (7,205,943) 
NET CASH (OUTFLOW) INFLOW (298,151) 1,212,856 


CASH POSITION: 28 EG NANG 
OLE J PzE RR EOsD 1,298,201 85,345 


ee ed a ES 


CASH POSITION, END OF PERIOD 1,000,050 1,298,201 


Cash position is comprised of: 
Cash and short-term investments = 1,298,201 
Funds held in trust 


1,000,050 = 


———— 1,000,050 1,298,201 


—— 
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B U 
Western Star Exploration Ltd. is a public company incor- 
porated under the Alberta Business Corporations Act. 
The Company is in the business of exploration, develop- 
ment, and production of oil and gas properties, primarily 
in Western Canada. 


Pee GteA NG EOF 
FeleoaCrAclL=» PY ER IZO2D 


On the approval of the Board of Directors, the Company 
changed its fiscal year end to December 31 from June 30, 
effective in 1997. This change will enable the company’s 
financial results to be compared to other companies 
within the industry, which typically have December 31 fis- 
cal year ends. 


Sea GC. QLUeInS | tT tO N ~O F 
SUBSIDIARY 


Effective July 1, 1996, the Company acquired 388623 
Alberta Ltd. in exchange for 4,100,000 common shares 
and 1,000,000 warrants. The transaction was accounted 
for by the purchase method. The purchase price has 
been allocated to the net assets acquired based on esti- 
mated fair market value as follows: 


$ 

Assets acquired 
Petroleum and natural gas properties 
and equipment 3,294 814 
Working capital 168,980 
Future site restoration and 
abandonment costs (157,815) 

3,935,979 
Cash 1,069,021 


4 305,000 
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WESTERN STAR EXPLORATION 


CT .D. 


TO) Tage 
CONSOLIDATED 
FINANCIAL 


Six-Month Period Ended December 31, 1997 and Year Ended June 30, 1997 


STATEMENTS 


The Company follows the full-cost method of accounting 
for petroleum and natural gas properties whereby all 
costs relating to the exploration for and development of 
petroleum and natural gas reserves, whether producing or 
non-producing, are capitalized. Such costs include land 
acquisition costs, geological and geophysical costs, costs 
of drilling producing and non-producing wells, and over- 
head related to exploration activities. Proceeds from dis- 
posal of properties are normally deducted from costs 
without recognition of gain or loss. In the case of major 
property disposals, the net cost of the properties Is 
deducted from the proceeds, and the resulting gain or 
loss, net of applicable income taxes, is included as part 
of income for the year. 


Depletion of petroleum and natural gas properties and 
equipment is provided on a unit-of-production method 
based on estimated proved reserves of oil and gas as 
determined by independent petroleum engineers, before 
royalties and estimated salvage values, converted to a 
common unit of measurement based on a ratio of 6 mcf 
of natural gas to one barrel of crude oil. 


The Company compares the net book value of its petro- 
leum and natural gas properties and equipment to the 
estimated future net revenues, using actual prices being 
received by the Company at December 31 plus the lower 
of cost and estimated fair value of undeveloped lands, 
and after deducting estimated future general and adminis- 
trative expenses, site restoration and abandonment costs, 
financing costs, and income taxes. Any indicated defi- 
ciency as a result of this comparison is charged to current 
operations as part of depletion and depreciation 
expense. 


Continued next page 


A WN Moioration Lid 


a7 
mc 
no 
a) ce 


ABANDONMENT COSTS 


Estimated future site restoration and abandonment costs 
are charged to operations on a unit-of-production basis. 
The annual charge is included in depletion and deprecia- 
tion expense and actual expenditures are charged to the 
accumulated provision as incurred. 


CAPITAL A’S'S°E TS 


Capital assets are recorded at cost and are depreciated using 
the declining-balance method at the rate of 20 per cent. 


JOINT VENTURES 


Substantially all of the Company's operations are con- 
ducted through joint operations and, accordingly, the 
accounts include only the Company's proportionate inter- 
est in such activities. 


FLOW-THROUGH SHARES 


Share capital includes flow-through shares issued pur- 
suant to certain provisions of the Income Tax Act 
(Canada). Under the Act, where the proceeds are used 
for eligible expenditures, the related income tax deduc- 
tions may be renounced to subscribers. As expenditures 
are made, share capital and petroleum and natural gas 
properties are reduced by an amount equal to the esti- 
mated future income taxes payable by the Company as a 
result of the renunciations. 


HEDGING 


The Company periodically enters into forward contracts 
to reduce its exposure to price declines on a portion of 
its oil and natural gas production. Gains or losses on 
these contracts are reported as adjustments to revenue in 
the related production month. During the six-month 
period ending December 31, 1997, the Company 
received a benefit of $13,100 (June 1997 - $3 400). 


U:S Ey -O RSE SaTiMo A TAESS 


The amounts recorded for depletion and depreciation of 
petroleum and natural gas properties and equipment and 
the provision for future site restoration and abandonment 
costs are based on estimates. The ceiling test calculation 
is based on estimates of proved reserves, production 
rates, crude oil and natural gas prices, future costs, and 
other relevant assumptions. By their nature, these esti- 
mates are subject to measurement uncertainty and 
changes in such estimates may impact the financial state- 
ments in future periods. 
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On November 27, 1997, the Company completed a pri- 
vate placement subscription for 666,700 flow-through 
common shares at $1.50 per common share. The cash 
consideration of $1,000,050 Is held in trust and will be 
released, as well as the flow-through common shares, as 
the Company incurs Canadian exploration and develop- 
ment expenses prior to December 31, 1999. If the 
Company does not incur the Canadian exploration and 
development expenses by December 31, 1999, the funds 
revert to the suoscribers. 


HE Le Di eiiN 


~P ET RO LE UIMeeAGNED 
ATURAL GAS 
ROPERTIES AND 
QUIPMENT 
December 31, June 30, 
1997 1997 
$ $ 
Petroleum and natural gas 
properties and equipment 19,934,017 16,967,671 
Less accumulated depletion 
and depreciation 7,261,742 6,551,742 
11,972,275 10,415,999 


ee 


Included in petroleum and natural gas properties and 
equipment at December 31, 1997 are expenditures of 
$1,300,000 (June 1997 - $1,350,000) related to undevel- 
oped properties. These costs have been excluded from 
the depletion calculation until such time as proved 
reserves are attriouted to the property or impairment in 
carrying values Occurs. 

For the period ended December 31, 1997, the Company 
capitalized $66,000 (year ended June 30, 1997 - $77,250) 
of overhead costs related to exploration and develop- 
ment. 


“CAP. oT A tee ASSest emis 


December 31,1997 June 30, 1997 


Accumulated NetBook Net Book 
Cost Depreciation Value Value 


$ $ $ $ 
Office equipment __ 306,825 73,163 933,662 172,386 


Depreciation expense for the six month period amounted 
to $26,100 (year ended June 30, 1997 - $47,062). 
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Sab OIN'G=TERM DEBT 


The Company has a $3,500,000 credit facility consisting of 
a production loan with a major chartered bank that bears 
interest at the bank prime rate plus 1/2 per cent and is 
secured by a $5,000,000 floating charge demand deben- 
ture over the Company's petroleum and natural gas prop- 
erties. 


9.SHARE 
Authorized 


An unlimited number of common shares without nominal or par value 


CAPITAL 


Issued 
December 31,1997 June 30,1997 
Number of Consideration Number of Consideration 
Shares $ Shares $ 

Balance, beginning of period 9,313,288 9,092,066 4,153,192 4 949 979 
Repurchase of shares (1,800) (2,080) (124 500) (127,380) 
Exercise of options 49,291 - 11,596 - 
Issuance of flow-through shares for cash 

(net of incentives renounced of $83,625) 125,000 103,875 - - 
Issuance of flow-through shares for cash 

(net of incentives renounces of $535,495) - ~ 1,173,000 665,167 
Issuance of shares for cash 27,356 33,800 - - 
Issuance of shares on acquisition of subsidiary 

company (Note 2) = = —————*4 100,000 4,305,000 | 
Balance, end of period 9,513,135 9,227,661 9,313,288 9,092,066 


Ay sek O CK (OP T. lO Nes 


During the six-month period ended December 31, 1997, 
options for 75,709 common shares expired, options for 

49 991 common shares were exercised and options for 

208,000 common shares were granted. 


The Company has granted 754,000 options to officers, 
directors, and employees to purchase common shares at 1 
prices ranging from $0.75 to $1.70 expiring between 
June, 1998 and December, 2001. 


B) WARRANTS 


At December 31, 1997, the Company had outstanding 
1,000,000 warrants. Each warrant is exercisable at a price 
of $1.25 on or before October 31, 1999 for the purchase 
of one common share of the Company. 


Cy) NORMAL COURSE 


ISSUER BID 


Effective May 10, 1996, the Company commenced a nor- 
mal course issuer bid under which it may purchase up to 
five per cent of its outstanding common shares until May 
19, 1997, at the market price of the shares at the time of 

acquisition. The bid was renewed on May 26, 1997, for a 
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SHARES 


further year with a ceiling of 453,964 common shares. 
During the six-month period ended December 31, 1997, 
1,800 (June 30, 1997 - 124,500) common shares were 
purchased at a per share price of $1.16 for a total consid- 
eration of $2,080 (June 30, 1997 - $127,380). 


O.FLOW-THROUGH 
5.U7B7S_ CGC URTI7B EsD 


At December 31, 1997 the Company has received sub- 
scriptions for 666,700 flow-through common shares at a 
price of $1.50 per share. The cash consideration of 
$1,000,050 is held in trust (Note 5 ) and will be released 
to the Company as it incurs exploration and development 
expenses, and the Company will then release the flow- 
through common shares. 


UF, WesternStar 
Nad Exploration Ltd. 
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1.INCOME TAXES 
December 31, June 30, 
1997 1997 
(6 months) (12 months) 
$ $ 
Provision based on combined 
basic Canadian federal and 
provincial income tax rate of 
44 6 per cent 1537395 348,358 
Add (deduct) tax impact of 
the following items 
Non-deductiole crown charges 90,038 152,390 
Resource allowance on 
production income (126,604) (251,814) 
Non-taxable Alberta Royalty 
Tax Credit (63,078) (103,337) 
Depletion without tax base 21,119 41 362 
Other 3,990 4 841 


78,800 191,800 


aa a ss EE 


At December 31, 1997, the Company had income tax 
pools available to reduce future years’ income for tax pur- 
poses of approximately: 


Maximum 
Parent Subsidiary Total Annual Rate 
$ $ $ of Claim 
Resource Pools 
Canadian oil and gas 
property expense 1,888,000 133,000 2,021,000 10% 
Canadian develooment 
expense 855,000 3,573,000 4,428,000 30% 
Canadian exploration 
expense 9,777,000 9,984,000 12,061,000 100% 
Undepreciated capital costs 1,779,000 493 000 2,272,000 4% - 30% 


7,299,000 __ 13,483,000 _ 20,782,000 


a Daa! aati! Relient clita Attias 


The resource pools of the subsidiary are restricted such 


that generally, they may only be claimed in future years 
against certain income or proceeds from the properties as 
defined in the Income Tax Act, owned by the subsidiary 


at the acquisition date. 


The subsidiary has available for income taxes purposes, 


non-capital losses in the estimated amount of $5,183,000 


which are available to reduce future years’ taxable 


income. These losses will expire in 2004. 


No recognition has been given in these financial state- 
ments for the potential tax benefits which may result from 


these items. 
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14. 
INSTRUMENTS 
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EARNINGS PER 


The earnings per share figures are calculated using the 
weighted monthly average number of shares outstanding 
during the respective fiscal periods. The outstanding 
stock options, warrants, and subscriptions received do 
not, at this time, have a dilutive effect on earnings per 
share. 


3. COMMITMENTS 


The Company entered into an agreement to lease office 
space for three years expiring February 28, 2000. Lease 
payments including operating costs and taxes are 
expected to be $80,000 per year over the term of the 
lease. 


FINANCIAL 


The carrying amounts of the Company's financial assets 
and liabilities approximate their fair value. The Company Is 
exposed to credit risk to the extent that its operators may 
experience financial difficulty and would be unable to 
meet their obligations. However, the diversity of the 
Company's joint venture partners minimizes concentration 
of credit risk. 


The Company enters into oil contracts for hedging pur- 
poses in order to protect its cash flow on future sales 
from the potential adverse impact of low oil prices. The 
contract reduces the fluctuation in sale revenue by locking 
in fixed prices and exchange rates on a portion of its oil. 
The notional quantity of oil ranges from 2,010 and 2,067 
barrels per month, with a floor price of $20.50 (U.S.) per 
barrel and a ceiling price of $25.50 (U.S.) per barrel. The 
contract expired December 31, 1997. 
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